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It is with great pleasure that I join you in thanking the 
Government of India for the invitation extended to us 
to hold an Annual Meeting here in New Delhi, and for 
the gracious words with which the Prime Minister, 
Mr. Nehru, has welcomed us today. Almost all over 
India, if one digs in the earth one finds traces of human 
efforts—of civilization succeeding civilization from 
before the dawn of history. This persistence of human 
endeavor in the face of recurring upheavals due to war, 
famine, and other difficulties over the centuries leaves 
us with a profound impression of human courage and 
faith. The culture of India has its roots in the past, and 
we have not far to go to see the architectural monu- 
ments which still are a source of delight. But the India 
in which we are today is a country in process of change, 
accomplishing great new tasks through the application 
of up-to-date techniques in industry and agriculture. 

I have also the pleasure of welcoming five new mem- 
bers to the Fund—Malaya, Tunisia, Morocco, Spain, 
and Libya—which are participating for the first time in 
an Annual Meeting of our institution. When new coun- 
tries join the Fund and Bank, they naturally do so 
because of the benefits that membership involves. 
Among these benefits, they count, I believe, not only 
the technical and financial assistance that they may 
receive, but also the opportunity of participating more 
fully in the efforts to build a new and strong mone- 
tary system in the world. No doubt, for the trend of 
world affairs as a whole, the economic and financial 
measures taken in the larger countries play a predomi- 
nant role, but the larger countries themselves are fully 
aware of the fact that it will not be possible to bring 
order and harmony into a world system unless countries 
—large and small—adhere to some commonly evolved 
principles and practices. Membership in the interna- 
tional organizations gives the smaller countries a great 
opportunity not only to keep themselves better informed 
but also to make their influence felt, as partners in the 
international economy. It has been brought home to 
me during nearly 40 years of international service that 
in matters of finance—as in so many other fields— 
changes in public opinion are of considerable impor- 
tance. The Fund has shown that in its own field it can 
be a powerful force for the crystallization of an informed 
public opinion. 

We had an example of the Fund's influence in this 
respect at last year’s Annual Meeting in Washington. 
You will remember the growing tension in the European 
exchange markets in the summer of last year, when 


pressures on sterling were intensified by rumors of a 
possible revaluation of the deutsche mark. At the 
height of that tension in September, a number of meas- 
ures were taken in the United Kingdom, including an 
increase in the bank rate from 5 per cent to 7 per cent, 
while at the same time the German Central Bank— 
which was gaining reserves—reduced its discount rate 
from 4% per cent to 4 per cent. These measures, 
together with strong declarations at the Annual Meeting 
that the parities of both sterling and the deutsche mark 
would and could be maintained, proved sufficient to 
restore calm. The Meeting of the Fund thus served as an 
effective sounding board for declarations of exchange 
policy even though no financial assistance was extended 
by the Fund at that time. By themselves, however, 
such declarations would have been of little avail; the 
firm foundation for the renewal of confidence had 
already been laid by the effective measures taken in 
the countries concerned. 

We must regard it as a most significant departure 
that the British bank rate was raised to a level as high 
as 7 per cent, a most unusual rate in periods of peace. 
That such a move could be envisaged and put into effect 
indicates, on the one hand, that the public in general 
had become tired of inflation and of the recurrence of 
crises and was therefore willing to accept measures 
which a few years earlier would have seemed out of the 
question; and on the other hand, that the British authori- 
ties, as they themselves declared, had decided to give 
the highest priority to the strength of sterling and the 
soundness of their international position. It is also note- 
worthy that action was taken not in one country alone 
but simultaneously in the two countries most closely 
concerned. It was in accordance with the classical 
credit rules that the country losing reserves should 
increase its discount rate while the opposite action 
should be taken in the country gaining reserves. This 
was, indeed, an example of the kind of complementary 
policy which, time and again in the past, has proved 
so effective in restoring balanced conditions. 

The tension in the European exchange markets 
occurred at a time when boom conditions still prevailed 
in the world economy, characterized by a general feeling 
of optimism and an upsurge in investment—often both 
public and private—with consequent pressure on the 
credit structure and unmistakable inflationary tend- 
encies. In these circumstances there was the danger 
for quite a number of countries that a too rapid expan- 
sion in the domestic economy would have adverse 
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effects on the balance of payments. Several of the 
countries facing such a danger turned to the Fund for 
temporary assistance while their corrective measures 
had time to take effect. Assistance of up to 50 per cent 
of its quota was granted to Denmark ($34 million), to 
Japan ($125 million), and to the Netherlands (with a 
drawing of $68.8 million and a stand-by arrangement 
of the same amount). In all these cases, the Govern- 
ments made declarations of intent as to the policies they 
would follow, which included stricter fiscal and credit 
policies but no intensification of quantitative restrictions 
on imports. Before long, each of these countries was 
able to show a distinct improvement in its balance of 
payments and reserve position. Denmark repurchased 
within one year a substantial part of the amount drawn; 
the Netherlands canceled the unused stand-by arrange- 
ment six months before the date on which it was due 
to expire, and in the last two weeks it has repurchased 
$33.8 million of the drawing; and Japan has also within 
the last two weeks repurchased $62.5 million. Access 
to the Fund resources thus proved to be of real advan- 
tage, even when obtained for short periods, and the 
speedy repurchases underline the essentially revolving 
character of the Fund. 


Denmark, the Netherlands, and Japan are all coun- 
tries highly dependent on international trade. They 
have, of course, felt the impact of the recession, but 
for none of these countries has there been any actual 
decline in exports. World trade figures which are now 
available indicate some decline in 1958 compared with 
1957; in value, trade probably declined by about 6 per 
cent in the first half of 1958, but in volume by only 
about 2 per cent. However, it is interesting to note that 
exports for the world excluding the United States seem 
to have been fractionally higher in volume although 
less in value in the first half of 1958. 


The major element in the decline of world trade has 
therefore been the marked fall in U.S. exports which, 
in the first half of 1958, were 18 per cent less than in 
the same period of 1957. The extent of this fall, how- 
ever, was due largely to abnormal circumstances in 
that in the early months of 1957, while the Suez Canal 
was closed, countries in Europe and elsewhere had to 
turn to the United States, to an exceptional degree, for 
shipments of foodstuffs, cotton, and fuel; but the fall 
also reflects the growing ability of European countries 
to meet their current needs more fully from their own 
production. U.S. imports in the same period declined 
only 2 per cent in value, while in volume they probably 
increased by over 2 per cent. So far as imports of 
industrial raw materials are concerned, the value 
declined, but even here the volume was fairly well 
maintained, although there were exceptions for indi- 
vidual commodities. It appears that the brunt of the 
reduced demand in the United States has, over a large 
field, so far fallen on the marginal domestic producers. 
Imports of foodstuffs actually rose. It is, moreover, an 
interesting fact that there has been no fall, either in 
volume or value, in imports from the industrialized 
countries in Western Europe and Japan. This is due 


partly to the maintenance of consumer demand during 
the recession, but it also reflects the growing proportion 
of manufactured goods in total U.S. imports. In that 
way, the United States is beginning to conform to what 
has, for long, been the established pattern of trade 
between the industrialized countries of Europe. It is 
relevant to recall that before 1914 Germany and the 
United Kingdom were each other’s best customers, and 
they are again increasing their mutual trade. Now that 
the United States has become a creditor nation in rela- 
tion to Europe, it is only natural that it should increase 
its purchases from Europe so that the settlements of 
both commercial and financial obligations between 
Europe and the United States will be effecied more as 
the result of direct trade and will no longer be so depend- 
ent on the often uncertain relationship of triangular 
trade. 

The fact that so many countries outside the United 
States were able to keep up or even to increase their 
exports has been of the greatest importance, not the 
least from a psychological point of view. It gave coun- 
tries which were faced with exchange difficulties the 
confidence that the maintenance of cautious policies 
involving a measure of restraint in their domestic econ- 
omies would enable them to restore balance in their 
foreign exchange positions. In Japan, for instance, as 
in the United Kingdom, the authorities decided that 
the maintenance of the present parity and the establish- 
ment of a healthy balance of payments position should 
be regarded as a main consideration in the formation 
of policy. In the first seven months of 1958, Japan’s 
exports were 4 per cent higher than in the correspond- 
ing period of 1957 as an increase in shipments to the 
United States more than offset a decline in exports to 
Southeast Asia and Africa, where Japan’s products 
encountered intensified restrictions; also, exports to 
Europe were maintained at a high level. The regional 
distribution of Japan’s exports in this period has a wide 
significance. Neither in North America nor in Europe 
has there been, generally, any intensification of trade 
barriers either in the form of increased tariffs or import 
restrictions—although there have been a few not 
unimportant exceptions. It is undoubtedly true to say 
that the relatively liberal trade policies pursued in the 
present recession have reflected a better understanding 
of the fact that whatever may be gained in a limited field 
from the imposition of restrictive measures will be 
outweighed by the harm done to the community of 
nations (including the countries imposing the restric- 
tions) through a general decline in world trade. Com- 
mercial policy must, of course, not be regarded in 
isolation. It has to be seen in the context of all the 
antirecession measures which have been taken in various 
countries—in particular, the easing of money (together 
with a reduction in interest rates) which was first applied 
in the countries with strong reserve positions, especially 
the United States and Germany. The combination of 
expansionary policies in these countries and the more 
cautious policies continued by others has, on a world- 
wide scale, been an example of the sort of compensatory 
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action that is essential if a fundamental balance is to be 
restored under conditions of active trade and has been 
of great benefit to the world economy. Thanks to the 
substantial gold holdings which are at their disposal, 
the U.S. authorities have been able to ease credits, 
even when there was an outflow of gold. As pointed 
out in the Annual Report which is before you, “What- 
ever embarrassments the current world distribution of 
gold reserves may present to certain countries, it is 
reassuring to know that some of the large industrial 
countries are able to face the task of preventing exces- 
sive cyclical fluctuations without being hampered by 
any insufficiency of international reserves.” 

For the industrialized countries other than the United 
States, the result of these complementary policies has 
been that by the end of June 1958 all but one or two 
of them had larger gold and dollar holdings than a year 
earlier. In the aggregate, the rise in the gold and liquid 
dollar holdings of these countries in the nine months 
from the low point at the end of September 1957 to the 
end of June 1958 has been impressive—amounting to 
about $2.4 billion, which more than offset the loss of 
about $1.4 billion in the previous 12 months. Under 
such circumstances, these countries in general had no 
balance of payments reasons for intensifying trade 
restrictions—which indeed helps to explain why they 
could maintain a relatively liberal trade policy and in 
some cases even widen the field of liberalized imports. 
It is only when trade flows freely that one can obtain a 
true measure of the value of a currency; and it is by 
continued liberalization of imports that genuine progress 
can be made toward convertibility. 


It is, however, necessary in this connection to men- 
tion another factor which has been of great importance 
for the industrialized countries, namely, the improve- 
ment in their terms of trade. That the prices of the raw 
materials and foodstuffs which the industrial countries 
import have fallen over recent years, while the prices 
of their export products have generally been maintained, 
has been a great advantage to these countries; but for 
the many primary producing countries it has, of course, 
had the opposite effect. 

These price movements have been intensified by the 
recent recession but have by no means been due to it 
entirely; some long-range structural factors have also 
been operating. The increased competition of substi- 
tute commodities, such as chemical fibers, synthetic 
rubber, and aluminum have for some time exerted a 
downward pressure on the prices of the vast majority 
of natural products. There has also been a very rapid 
expansion of output of some of the primary products, 
stimulated by the high prices during the Korean boom, 
and for some commodities, even later. There is, | 
think, a general feeling that the problems connected with 
fluctuations in prices of primary products should be 
more thoroughly examined in their various aspects with 
a view to arriving at some positive solution—compatible, 
it is to be hoped, with the working of an effective 
market system. In any such examination, account 
should therefore be taken of both supply and demand 


factors (including the sale of accumulated stocks) and 
also of the financial implications of support schemes 
which in the past have often given rise to inflationary 
tendencies. There are many techniques now practiced 
which need to be reviewed afresh, including even the 
influence of taxation and differential tariffs on the prices 
of some products in the consumer countries. 

The Fund in its work is necessarily aware of the 
difficulties of the primary producers. Their difficulties 
are, of course, not all due to adverse price movements; 
their domestic policies have not infrequently been inade- 
quate for eliminating inflationary financing, even in 
years when export earnings were good and there was 
thus the possibility of building up reserves. On the 
other hand, it is only fair to say that in the last two 
years there have been signs of a more realistic attitude 
in most of these countries; with a growing distaste for 
inflation, and a strong desire to avoid the re-imposition 
of controls, the authorities have been able to pursue 
sounder fiscal, credit, and exchange policies. Although 
the prices of their products have declined, these coun- 
tries, except, | am afraid, those relying mainly on 
exports of metals, have had some help from the fact 
that the volume of their exports has generally kept up 
well, thanks to the effects on demand of the lower 
prices in the markets for their products and the main- 
tenance of a general level of demand in a number of the 
industrialized countries as a result of the antirecession 
measures taken. 

As far as the Fund’s financial assistance to the pri- 
mary producers is concerned, most of its transactions 
have been with Latin American countries. As in previ- 
ous years, assistance has fallen into certain broad 
categories, not always sharply separated but still with 
certain specific features in each group. 

In the first place, the Fund has granted assistance 
of a seasonal character. The balance of payments of 
countries depending in their export trade on one or two 
main commodities is likely to be subject to strong 
seasonal movements requiring additional resources— 
normally limited to a period of six months. Financial 
assistance of this nature has been granted to Cuba, 
Ecuador, El Salvador, Haiti, Honduras, and Nicaragua. 
Four of these countries—Cuba, El Salvador, Haiti, and 
Honduras—have convertible currencies under Arti- 
cle VIII of the Fund Agreement and the other two— 
Ecuador and Nicaragua—have maintained a_ high 
degree of exchange stability. 


Secondly, financial assistance has been granted to 
countries in connection with the carrying out of stabili- 
zation programs; this category includes Bolivia, Brazil, 
Chile, Colombia, Paraguay, and Peru. The main lines 
of these programs have been indicated to the Fund in 
declarations of intent which have formed an essential 
part of the stand-by arrangements in these cases. All 
these countries have made parallel arrangements to 
complement the financial assistance received from the 
Fund with credits from other sources. The Fund has 
worked closely with these countries for several years 
in a common endeavor to restore balance in their 
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economy, and it is aware of the efforts made by them 
to sustain their financial positions in the face of often 
great difficulties. 


Take, for example, the case of Brazil, which in 
October 1957 drew from the Fund an amount equal 
to 25 per cent of its quota, raising its net drawing on 
the Fund to the equivalent of 50 per cent of its quota: 
for a number of reasons the measures taken in that 
connection proved insufficient to achieve balance either 
internally or in the foreign exchange markets. In 
June 1958 the Brazilian Government presented to the 
Fund a more comprehensive program, which still did 
not include measures for stabilization in all sectors, 
rather, the measures were designed to arrest the forces 
of internal inflation as soon as possible through the 
imposition of credit ceilings and the compression of 
government deficits, together with certain adjustments 
in the exchange structure, which were, however, limited 
by consideration of the special exigencies of the coffee 
policy. The program provided for further steps to be 
taken in all these fields, by stages. Brazil entered into 
a stand-by arrangement with the Fund for a net amount 
of $37.5 million, equal to the second credit tranche of 
its quota, and at the same time negotiated credits from 
other sources to the extent of $158 million, the largest 
amount being obtained from the Export-Import Bank 
of Washington. In the course of the summer, certain 
modifications were introduced in its coffee policy, and 
these were accompanied by further adjustments of 
exchange policy. It is the declared objective of the 
Brazilian authorities to reduce the complexity of its 
multiple rate system by a gradual movement toward a 
unitary rate as the internal anti-inflationary measures 
begin to take effect. 

Brazil was not, of course, the first country to make 
parallel arrangements to secure credits from other 
sources in connection with financial assistance from the 
Fund. As early as 1954, Peru negotiated parallel 
credits in support of its stabilization program; many 
other countries have since followed a similar pattern. 
Two recent examples are France and Turkey. In Janu- 
ary 1958 the French Government presented to the Fund 
a financial rehabilitation program on the basis of which 
Fund assistance was granted to the extent of $131 
million—traising the Fund's net assistance to France to 
over 50 per cent of its quota and thus, under the prin- 
ciples governing access to the Fund’s resources, placing 
it in the range of assistance requiring “substantial justi- 
fication.” Simultaneously, France obtained $250 million 
from the European Payments Union and $274 million 
from various U.S. agencies, largely in the form of post- 
ponement of debt service. The main features of the 
French program were included in the provisions of the 
stand-by arrangement, and the program itself was made 
public by the French Government. The program 
included an interesting provision, adopted by the French 
Parliament in December 1957 as part of the Budget 
Law, requiring the Government to make three reports 
to Parliament in the course of 1958 on the execution 


of the program; two of these reports have already 
been made. 

In August 1958 the Turkish Government announced 
the adoption of a comprehensive stabilization program 
which included stricter credit, fiscal, and public invest- 
ment policies, together with some depreciation of the 
exchange rate in the context of a reform of the exchange 
system. On the basis of this program—which had 
previously been submitted to the Fund, the Organization 
for European Economic Cooperation, and the U.S. Gov- 
ernment—financial assistance was obtained by Turkey 
to the extent of $100 million from member Governments 
of the OEEC and the European Payments Union, $234 
million from the U.S. Government, and the equivalent 
of $25 million from the Fund. This was an important 
cooperative effort and was further strengthened by a 
six months’ standstill arrangement covering a substan- 
tial part of Turkey’s external commercial debt in order 
to give time for negotiations on new schedules of 
payment. 

Considerable experience with practical problems and 
the techniques for dealing with them has been gained 
by the Fund in this recent period of great activity. 
However, only a few general observations are possible 
here. In the three cases mentioned—Brazil, France, 
and Turkey—the use of the Fund’s resources went 
beyond the first credit tranche and thus came within 
the range in which drawings are expected to be in 
support of a sound program likely “to ensure enduring 
stability at realistic rates of exchange.” As in all such 
cases, the Governments presented comprehensive pro- 
grams in which the main emphasis was laid on measures 
to arrest inflationary credit creation for either the public 
or the private sector. The stabilization efforts in all 
three countries also involved some adjustments in 
exchange rates with a view to making them more real- 
istic. It was recognized, however, that all the adjust- 
ments which were desirable (including the return to an 
effective unitary rate) could not in every case be made 
all at once. In some instances, efforts would have to be 
spread over a longer period, with further steps being 
taken as soon as circumstances permitted, and provision 
was made for continuing close consultations with the 
Fund on these matters. 

Countries embarking upon stabilization programs are 
often in need of different kinds of foreign resources; 
and one of the advantages of these “parallel arrange- 
ments” is that, in some measure, they provide the coun- 
tries with assistance tailored to their particular needs. 
The Fund's assistance, for instance, is of a short-term 
character (repayable within three to five years) and is 
designed to strengthen the monetary reserve positions; 
resources obtained from other agencies may be related 
to special categories of payments (as when furnished 
by the European Payments Union), or they may be of 
a long-term character, making them appropriate for 
investment financing. 

Although the financial contribution of the Fund to 
the support of these programs has often been limited 
to some 20 or 30 per cent of the total amount furnished 
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from all sources, the Fund has generally been actively 
concerned with the elaboration of the programs pre- 
sented. Monetary problems which fall clearly within 
the sphere of activity of the Fund usually arise; and 
the various countries, moreover, seem to welcome the 
cooperation of Fund officials, because of their inter- 
national orientation and specialized knowledge of the 
particular problems. The close personal contacts and 
intimate knowledge of conditions in member countries 
which have been established, largely through the Fund’s 
annual consultations under Article XIV, have proved 
very valuable, in these and in other cases. The approval 
of drawings and stand-by arrangements is, of course, a 
matter for the Executive Directors who are in perma- 
nent session. Over the years, they have evolved their 
own modes of work and traditions which blend an 
adherence to the principles of the Fund with a flexible 
approach to the varying circumstances that confront 
them. 

Whatever the Fund’s special connection may have 
been with a country requesting assistance, it is, of 
course, for each agency or institution associated in 
these parallel credits to decide for itself, in the light of 
its own principles, whether to add its support on the 
basis of its independent judgment as to the adequacy of 
the program presented. 


I have just referred to the annual Article XIV con- 
sultations which constitute a very considerable portion 
of the current activities of the Fund. Among the other 
activities, I may briefly recall here those relating to 
changes in par values and exchange rates, alterations in 
exchange restrictions, the provision of technical assist- 
ance, and the continued organization of the Fund's 
trainee program, which, in response to demands from 
member countries, has been extended in scope over 
recent years. These tasks are less spectacular than the 
granting of financial assistance, but they form a very 
essential part of the Fund’s work. 

From the inception of the Fund to the end of Sep- 
tember 1958, the total amount of Fund business came 
to $4.0 billion, of which $3.2 billion represented draw- 
ings and the remaining $800 million represented bal- 
ances outstanding under stand-by arrangements. By 
that same date, repayments to the Fund had amounted 
to no less than $1.4 billion. In the 12-month period 
from the end of September 1957 to the end of Septem- 
ber 1958, the total business of the Fund came to 
$1.2 billion, compared with $2.4 billion in the pre- 
vious 12 months. The high level of business activity 
in the last two years has provided the Fund with a larger 
income. The accounts presented in the Appendices to 
this year’s Annual Report show that, in addition to 
meeting current expenses, it has been possible to cover 
fully the accumulated deficits of previous years, to pay 
for our new offices in Washington, and also to build up 
certain reserves. The Fund’s business activity, in the 
future as in the past, may be subject to sizable fluctua- 
tions, and this in itself is ample reason for providing 
adequate reserves. 

By the end of September 1958, the Fund held gold 


and U.S. and Canadian dollars to an amount of $2.4 
billion. If allowance is made for the contingent liabil- 
ity represented by unused stand-by arrangements, the 
Fund had at that date an uncommitted balance of about 
$1.5 billion in gold and U.S. and Canadian dollars. 
In the year that has passed, advance repurchases and 
the cancellation of stand-by arrangements have rein- 
forced the liquidity of the Fund, and attention should 
also be drawn to the fact that there have recently been 
modest drawings of deutsche mark, Netherlands guilders, 
and sterling. There should in the future be greater 
opportunities for drawings of currencies other than 
those already convertible; and in this connection, I 
would like to mention that a study is being made of 
the possibilities that exist, under the Articles of Agree- 
ment, for countries making use of the Fund’s resources 
in nonconvertible currencies to reverse such drawings 
in the same currencies. 

Now that the question of the adequacy of the Fund’s 
resources has been raised, it is of particular interest to 
examine the characteristics of the Fund’s various trans- 
actions in the light of the experience of the last two 
active years. The largest single transaction was the 
granting of financial assistance to the United Kingdom, 
in connection with the Suez events in 1956, in the form 
of a drawing of $561 million and a stand-by arrange- 
ment of $739 million. That the Fund was able at that 
time to extend assistance on a very considerable scale 
was due partly to the fact that the small amount of 
business activity in the previous period had left intact 
the bulk of the Fund’s resources of gold and convertible 
currencies. Thanks to the measures taken in the United 
Kingdom and to the prompt action by the Fund, which 
was supplemented by a line of credit of $500 million 
from the Export-Import Bank of Washington, the posi- 
tion of this key currency was reinforced at a crucial 
moment and a major crack in the international exchange 
structure was thus avoided. Experience has shown (as 
was learned very forcibly in 1931) that once a crack 
starts it is difficult to limit its effect. It may lead to a 
series of forced devaluations of both minor and major 
currencies—devaluations not dictated by the realities 
of foreign trade and competitive prices. 

The Suez emergency occurred in a period of world- 
wide boom, the strains of which became more pro- 
nounced in the first half of 1957, when there was a 
general pressure on liquidity (domestic as well as inter- 
national) and a number of countries made requests for 
use of the Fund’s resources. In fact, the largest total 
of the Fund’s transactions to date arose in the boom 
period of 1956-57. It is true that since the recession 
set in there have also been some transactions more 
definitely connected with this phase of the business 
cycle, but they have been for relatively limited amounts. 
Contrary to many predictions, neither the 1953-54 
recession nor the 1957-58 recession has given rise to 
movements of funds to the United States; indeed, the 
recent recession gave rise to an outflow of gold from 
the United States, which in the first eight months of 
1958 amounted to $1.8 billion. The interesting thing 
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is that the Fund has been called into action in widely 
varying circumstances: in an emergency at the time of 
the Suez crisis, in conditions of boom and expanding 
world trade, and to some extent in the period of reces- 
sion. The conclusion can be only that the Fund must 
remain prepared for diverse contingencies, many of 
which cannot be clearly defined in advance. The only 
thing that one can reasonably state is that in any emer- 
gency, or even in any period of exchange tension, the 
movements of funds that will follow are likely to be on 
a large scale, partly because monetary confidence has 
not yet been fully restored (certainly not to the extent 
that existed in the years before 1914 after a long period 
of peace and currency stability), and partly because 
world trade has risen in both volume and value at a 
very rapid rate since World War II. 

It is pertinent to recall that the resources available to 
the Fund were determined at the Bretton Woods Con- 
ference in 1944, and that most of the data on interna- 
tional trade available at that time related to the period 
just before World War II. By 1957, the physical volume 
of world exports was 60 per cent higher than in 1937, 
and the prices of goods moving in international trade 
had increased by 140 per cent. The delegates at Bretton 
Woods may possibly have foreseen, and thus allowed 
for, a long-term rise in the volume of world trade, but 
it would seem from the records of the Conference that 
the delegates did not, in general, count on the consider- 
able inflationary rise in prices which has taken place; 
rather, they feared a depression after the war. The re- 
sult of the price rise has been that, in real terms, the 
Fund’s resources are now considerably less than was 
envisaged when its original endowment was made. 

As regards the future trend of international liquidity, 
the important thing to remember is that trade, whether 
domestic or foreign, is financed primarily by commercial 
bank credit. Under a properly working credit system, 
backed in each country by adequate support from the 
central bank, credit should be able to expand sufficiently 
to keep pace with, and even stimulate, the growth of 
trade. As far as the financing of international trade is 
concerned, such an expansion can, however, be assumed 
only if, on the one hand, the necessary intimate knowl- 
edge of business conditions is extended by personal con- 
tacts between bankers and clients and, on the other 
hand, the general monetary conditions inspire sufficient 
confidence. In these respects, great progress has been 
made since the war. A smoothly functioning interna- 
tional credit system will, in itself, facilitate the task of 
the monetary authorities, since credits of an equilibrat- 
ing character may again play the role in international 
settlements which they did in the past, when the whole 
burden of a balance of payments deficit had rarely to be 
met by reserve movements alone. Of special importance 
is the liquidity generated in the financially important 
countries, which will have effects beyond their frontiers; 
it appears, for instance, that the credit expansion in the 
United States during the recent recession has helped to 
increase the supply of dollars available to the rest of 


the world and has thus facilitated international settle- 
ments. But again it has to be stressed that a smooth 
working of the credit system, particularly from an inter- 
national point of view, will be possible only if the mone- 
tary authorities themselves are in a strong position. 
Situations may arise—in emergencies, in booms, and in 
depressions—when these authorities will have need of 
temporary assistance. Experience has shown that there 
are certain distinct advantages to be gained from the 
provision of such assistance by the International Mone- 
tary Fund. 

In the first place, the amounts made available by the 
Fund through drawings or stand-by arrangements are 
pinpointed to the particularly weak spots in the monetary 
structure and thus put to use where they are most needed 
to prevent a crack. 

Secondly, the ability of the Fund to make its resources 
available on a large scale at one time is also of impor- 
tance, since experience shows that in a period of acute 
tension extensive drawings will occur, usually affecting 
several countries at the same time. May I refer you to 
the first and second pages of the Annual Report, where 
it is said: “In the last quarter of 1956 and the first 
quarter of 1957, countries other than the United States 
had an aggregate deficit of about $1,100 million; dur- 
ing this period, Fund members with strained reserve 
positions drew from the Fund a net total of $800 million. 
The magnitude of the payments problems that arose 
later in 1957 may be approximately indicated by ob- 
serving that, from the beginning of April to the end of 
September 1957, countries other than the United States, 
the Federal Republic of Germany, and Venezuela had 
gold and dollar deficits totaling nearly $2 billion. In 
order to finance these deficits the rest of the world drew 
upon official gold and dollar reserves to the extent of 
some $1,100 million, and current gold production made 
something like $300 million available. The remainder, 


$600 million, was covered by net transactions with the 
Fund.” 


In economics, it is the effects at the margin that 
count; countries must always be prepared to rely in the 
first place on their own resources and borrowing power. 
Although the supply of gold from current production 
will also be a help in a general way, the difference be- 
tween the ability to withstand disrupting forces and 
failure to do so may indeed be dependent on whatever 
extra amount can be made available promptly and under 
proper conditions. 

That brings us to a third consideration, namely, that 
the Fund is not merely an additional source of credit 
for the monetary authorities of its members but is recog- 
nized more and more as a source of credit that is avail- 
able in substantial amounts only to member govern- 
ments that have satisfied the Fund of their intention and 
capacity to restore balance. It is indeed fortunate that 
some years ago, well in advance of the busy period of 
transactions that we have had during the last two years, 
certain principles and practices were formulated govern- 
ing the use of the Fund's resources in the different 
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tranches. As you all know, requests for drawings with- 
in the gold tranche, normally 25 per cent of the quota, 
corresponding to the country’s own gold subscription, 
are almost automatically approved; for the next 25 
per cent, the Fund’s attitude is a liberal one—the mem- 
ber being required to show that it is making reasonable 
efforts to solve its own problems. For any drawings 
beyond these limits, substantial justification is required, 
namely, that drawings must be in support of a sound 
program likely to ensure enduring stability at realistic 
rates of exchange. 

These principles and practices constitute a code of 
behavior agreed to by the member countries. As was 
to be expected, it has been found that circumstances 
vary a great deal from country to country, so that flexi- 
bility has to be observed in the practical application; 
but there are also similarities, and in many respects the 
Fund is already evolving in these matters a uniform 
pattern based on its varied experiences. Naturally, the 
countries turning to the Fund are eager to re-establish 
their monetary positions and therefore are ready, within 
the limits of practical possibilities, to take whatever 
steps are needed to achieve that end. Often the more 
general provisions embodied in the statements which 
the governments have made to the Fund as to the policies 
they intended to follow merely reproduced public dec- 
larations of policy already made in the countries them- 
selves. I know of no case in which the country con- 
cerned has not recognized that the measures envisaged 
in its arrangements with the Fund would be to its real 
advantage. 

It is the broad purpose of the Fund to combine 
assistance with the observance of that financial disci- 
pline without which no international monetary standard 
can function properly. Before 1914, the old gold stand- 
ard—harsh as it was in many ways—provided the basis 
for an international system under which production and 
trade were able to expand. It could count on general 
allegiance; its working depended largely upon the exist- 
ence of “a few strong instincts, and a few plain rules” 
(to quote some words from one of Wordsworth’s Son- 
nets). But the gold standard broke down in the interwar 
period, and its breakdown was followed by a period of 
monetary disruption. Something new and more firmly 
founded had to be built, and that was the task at Bretton 
Woods. More monetary management is needed today, 
if for no other reason than that the public sector is now 
more extensive than it was in the past. More time is 
often required for corrective measures to take effect— 
and to gain that time financial assistance may be needed. 
But without the corrective measures, assistance will be 
of little avail. If | may be allowed another quotation, 
I should like to cite some words of Clemenceau: “Lib- 
erty is the right to discipline oneself in order not to be 
disciplined by others.” And one might add: “or to be 
forcibly restrained by the hard facts of life.” The more 
that spirit permeates the member countries, the greater 
will be the stability of the monetary system and the 
easier the task of the Fund. But even so, the existence 
of a common pool is useful; the possibility of having 


access to the Fund’s resources may make countries more 
confident in their attempts to restore balance, and may 
indeed induce them to take stricter and more construc- 
tive measures than if they had to rely on their own 
resources alone. You have recently received a study by 
the staff, International Reserves and Liquidity, in which 
it is stated, “It is doubtful whether, in the circumstances 
of the world today, with world trade greatly expanded 
in volume and value, the Fund’s resources are sufficient 
to enable it fully to perform its duties under the Articles 
of Agreement.” It is in line with this conclusion and, 
if I may say so, a matter of great satisfaction that the 
initiative has been taken within the Board of Governors 
to propose that the Executive Directors be asked 
promptly to consider the question of enlarging the 
resources of the Fund by an increase in quotas. 

Eighty per cent of the aggregate monetary reserves 
of the world (outside the communist bloc) is held by 
industrialized countries which also account for 60 per 
cent of world trade. But the other countries have large 
populations whose activities and aspirations are clearly 
of increasing importance to the world. These are gen- 
erally the so-called underdeveloped countries seeking 
to diversify their production at the same time that they 
have to provide more food for their growing population. 
Labor is usually abundant, but other factors of produc- 
tion, especially capital, are often lacking. The tempta- 
tion is great to rely excessively on credit creation for 
financing public and private investment, but experience 
has shown that this is a risky process; the normal rise in 
the credit volume which can be counted on from year to 
year is generally no more than enough to meet the 
increasing requirements for working capital of many 
already existing or newly formed firms, and these are 
very often the small firms whose activities generally 
provide more direct employment than large enterprises 
with the most modern plant and equipment. There are, 
in fact, no large untapped resources which can be 
mobilized by credit creation. Persistent deficit financing 
through the central bank, whether directly or indirectly 
through the commercial banks, is really another name 
for the using up of monetary reserves. Practical experi- 
ence has shown this to be the case in developed as in 
underdeveloped countries, and whether expansion relies 
on private enterprise or on government ownership and 
control. To promote development at a quicker pace 
than the underdeveloped countries’ own savings will 
permit, there is therefore need of resources obtained 
from abroad—and not only from official agencies but 
also from private sources. To attract such resources 
from private investors, countries will, of course, have to 
attend to their own creditworthiness. I am often asked 
what are the requisites of creditworthiness, and I seek 
to make my reply in a few words: avoidance of inflation 
and fair treatment of foreign investments. These are 
pregnant words, for avoidance of inflation means the 
preservation of a monetary order under which an im- 
petus is given to both exports and internal savings, and 
this goes a long way toward assuring fair treatment for 
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foreign investors and thus toward attracting foreign 
capital and techniques on reasonable terms. 

But will capital in fact flow from the more developed 
countries? At the height of the 1956-57 boom, there was 
a dearth of loanable funds, and the opportunities for 
borrowing were therefore greatly restricted; but this did 
not last long. Were it not for the heavy burden of arma- 
ments expenditure in so many countries, more free 
resources for development would, of course, be avail- 
able in all areas. But even in the troubled world we live 
in, it seems that more funds are becoming available now 
that war reconstruction is over and so many postwar 
adjustments have been completed. 

This applies of course particularly to Western Europe 
which, barring major emergencies, should no longer, 
on balance, require financial resources from abroad, 
but rather should be able to contribute its share to the 
financing of countries in less developed areas. There 
have already been interesting examples of such financing, 
and more should be possible in the future. 

Europe has again become an important customer for 
the goods furnished by other continents—and the fact 
that in the whole range of industrialized countries pro- 
duction and trade have expanded to far above prewar 
levels is, in itself, of great benefit to the rest of the world. 
But a further contribution will still be needed, and the 
Fund-Bank Annual Meeting here in New Delhi will 
no doubt help to increase the awareness of the problems 
and potentialities of the underdeveloped countries. | 
think it is fair to say that there has been a greater 
recognition of the difficulties of these countries and a 
growing willingness to extend assistance to them; but, 
however much has been written on their particular 
problems in recent years, we have not so far arrived at 
a generally accepted and coherent view of the ways in 
which their domestic savings and available foreign 
resources can best be harmonized to promote develop- 
ment with stability. 1 have already referred to the need 
of a renewed examination of the factors influencing the 
prices of primary products, and here we have another 
complex of problems which affect the nonindustrialized 
countries. No definite solutions are likely to be found 


to these various problems this week, but this Meeting 
here in New Delhi will, I am sure, give an impetus to 
the search for positive solutions; in the meantime, assist- 
ance will no doubt be continued according to the 
methods already employed. The strengthening of gen- 
eral world liquidity is, of course, a matter of importance 
also for the nonindustrialized countries, since it will 
contribute to a sustained expansion of world trade. 


I have said that we live in “a troubled world” and few 
would gainsay that. Not only politically but also eco- 
nomically and financially, in recent years there has been 
a series of critical situations—boom followed by reces- 
sion, tensions in the exchange markets, loss of reserves 
by many countries, and so on. If, however, we examine 
what eventually happened, I think we will reach the 
conclusion, perhaps with some astonishment, that the 
results in the end have not been too unfavorable. The 
exchange crises have been overcome; there is surely 
more confidence in currencies than there was some 
years ago; the recession has, it seems, once again been 
of rather short duration; international trade has not 
generally been hampered by new obstacles; foreign aid 
has been continued and efforts have been made by the 
Fund and others to extend financial assistance to coun- 
tries in special difficulties, not only to permit corrective 
measures to take effect but also to enable those countries 
to continue their development. 


We must all be prepared for difficulties; business 
fluctuations, for instance, are likely to occur in the 
future as in the past. But human beings are not power- 
less; by their actions, they can greatly influence the 
trend of affairs. There has been—and is—a more 
flexible and imaginative reaction in the countries of 
what is often called the free world than I think is com- 
monly realized. And I believe we may regard the pro- 
posals before this Meeting, to examine the question of 
an increase in the resources of the Fund and the Bank, 
as a further sign of willingness and determination to give 
added strength to the economies of the countries that 
are members of our institution. 


October 6, 1958 


Address by Eugene R. Black, President of the International Bank 


It is a great pleasure to be greeting you in New Delhi. 
I know I speak for all of you in thanking the Govern- 
ment of India for their gracious invitation to us to 
meet here. There could not be a more fitting back- 
ground for our discussions in this eventful year. India 
has become a symbol of mankind’s hope in economic 
development—the hope that the material wealth neces- 
sary for human dignity and self-respect can be created 
without destroying individual freedom which is the 
foundation of human dignity and self-respect. 

Indian civilization has survived, unbroken, more than 
5,000 years of history. During these many centuries 
the Indian people have been exposed to every kind of 
alien influence; they have lived cheek by jowl with 
famine, flood, and pestilence. Yet Indian civilization 


has never lost its inner strength and identity. It has 
bequeathed enduring gifts to mankind. Moreover, mod- 
ern India has not felt the urge to resort to narrow 
nationalism in earning the important place that she 
holds in our world of today. 

India is now taking economic development into the 
center of her life, with all the radical changes that 
economic development inevitably entails. No one priv- 
ileged to play even a small part in India’s great 
adventure today can help but feel that the destiny of 
humanity in the twentieth century will be profoundly 
influenced by the extent of India’s success in absorbing 
these changes without sacrificing respect for individual 
liberty. 

The Annual Report of the World Bank tells a story 
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of how peoples and governments in many underdevel- 
oped countries are beginning to work out the compli- 
cated problems of economic development and beginning 
to reap the rewards of their efforts. The Report docu- 
ments a year of activity far in excess of anything we 
have been able to present heretofore. There has been 
more progress within our borrowing countries; there 
has been more cooperation among our member coun- 
tries. During the fiscal year which ended on June 30 
last, Bank lending amounted to $711 million, or over 75 
per cent more than the average of the previous three 
years. This marked increase promises to be sustained 
in the present year. Already, in the three months that 
have elapsed since the close of the fiscal year, new loans 
by the Bank have amounted to nearly $380 million. 

We have moved to a new, higher level of lending 
activity, and the reasons are not hard to find. We are 
operating in many more countries and territories; mem- 
bership in the Bank has grown from 44 to 68 countries 
over the past decade. And we are getting an increasing 
number of adequately prepared applications from mem- 
ber countries with which we have been in close rela- 
tionship for many years. The record shows that member 
countries are beginning to build up the organizational 
structure and to adopt the administrative procedures 
necessary for sustained and rapid growth. 

In the past 15 months we were able to conclude nine 
loans with India, amounting to the equivalent of $275 
million. We concluded seven loans with Japan, four 
with Ecuador, and three with Pakistan. We continued 
lending substantial amounts in Mexico and the Belgian 
Congo. 

At the same time new members of the Bank are com- 
ing forward, sometimes remarkably quickly, with bank- 
able development programs. During the year, Malaya, 
Tunisia, Morocco, Spain, and Libya joined the Bank. 
A $39 million railway development loan to the Sudan, 
another recent member, has already been successfully 
negotiated, and we have recently announced a $35 
million power loan to Malaya. Nigeria, not yet a mem- 
ber of the Bank in its own right, but looking toward its 
independence in 1960, also signed its first Bank loan, 
$28 million for railway development. 

Finally, some big projects, which had been under 
study in the Bank for several years, reached the lending 
stage. The huge Yanhee power, flood-control, and irri- 
gation project in Thailand is an example. It was in 1953 
that this project was introduced to the Bank. Since it 
is by far the largest undertaking ever attempted by 
Thailand, considerable advance preparation was neces- 
sary. Last fall the Bank deemed the preparatory work 
done, and we signed a $66 million loan to finance the 
first stage. 

This is but one example of several similar projects 
that are now under consideration. The Bank has no 
intention of easing its insistence on thorough study and 
investigation of these large undertakings, but the fact 
is that more and more of the necessary prerequisites 
are being met before proposals for financing are made 
to us. 


The Bank’s new, higher rate of lending was matched 
by more borrowing. New borrowings from all investors 
reached a gross total of $650 million, much the highest 
figure ever recorded in a single fiscal year. The bulk of 
the year’s borrowing was again done in the U.S. market 
where we floated three issues of dollar bonds totaling 
$375 million. | might mention that, in connection with 
these offerings, we were able to identify nearly 200 
important institutional investors that were buying World 
Bank bonds for the first time. This represents a most 
significant broadening of the market. 

I might add, also, that we were very pleased with 
the reception of our latest bond issue. In August we 
offered $75 million in two-year dollar bonds. Subscrip- 
tions amounting to $127 million were received from 
investors in 26 different countries. We were sorry that 
it was impossible to allot the full amount subscribed for, 
particularly by the central banks of member countries. 
As it was, the entire issue was placed outside of the 
United States, giving further evidence of the high stand- 
ing of our credit all over the world. 

The increasing role being played by the Federal 
Republic of Germany as a supplier of development 
capital to the Bank is very gratifying. This year the 
Deutsche Bundesbank loaned us $250 million. I hope 
that the Bank can continue to look to the Federal 
Republic as a substantial source of development capital. 

Private participations in Bank lending operations also 
showed a welcome increase during the year. In all, we 
were able to sell $87 million to private investors either 
out of portfolio or at the time of loan negotiations. 
Participations were arranged in 22 of the year’s 34 loans, 
many more than in any previous year, and some of the 
participations were very large. In our $32.5 million 
loan to the Tata Iron and Steel Company of India, nine 
U.S. and Canadian private banks took the first five 
maturities, totaling $15 million. (Incidentally, if I am 
not mistaken, this is the first time a private Indian 
company has raised money in the North American 
markets since World War Il.) Then again, twenty 
private banks, including seven from Germany, partici- 
pated in our $75 million loan for industrial development 
in southern Italy. 

The Bank continued its policy of joining in investment 
operations with the market. The Federation of Rhodesia 
and Nyasaland, for the first time, floated an issue of its 
own bonds in the U.S. market, simultaneously with the 
signing of a World Bank loan. Similar transactions, 
involving Belgium and South Africa, brought the total 
from issues offered in this way in the U.S. market to 
about $75 million in the past year. Other joint opera- 
tions now being discussed may well amount to a consid- 
erably increased figure this year. 

Finally, during the year, member countries released 
for lending a further $149 million from their 18 per 
cent capital subscriptions. Helpful as this has been, I 
would be remiss in my duty if I did not point out that 
some half a billion dollars equivalent in 18 per cent 
capital is still too hedged about with restrictions to be 
of any use to us. Acute balance of payments situations 
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may make this inevitable in some cases, but I would 
welcome a more positive approach on the part of mem- 
ber governments toward their responsibilities to the 
Bank in this regard. 

The Bank’s advisory and technical services were also 
more in demand during the year than ever before. The 
Bank’s role as mediator in two international disputes is 
undoubtedly well known to you. The signing of the 
compensation agreement between the United Arab 
Republic and the reorganized Suez Canal Company took 
place in July. I wish I was able to announce also an 
agreement between India and Pakistan for a settlement 
of the Indus waters question. But this still lies ahead. 
As long as this dispute exists, it will be a cause of 
serious friction between these two member countries. 
And it is of the utmost importance to their economies 
that a negotiated settlement should be reached, so that 
both may be able to proceed with their plans for the 
improvement of their agriculture in the knowledge that 
the needed water will be available. Mr. Iliff, who for 
much of the year was shouldering a large share of the 
burden of both the Suez and the Indus negotiations, is 
continuing his efforts to bring the two sides together, 
and in the Bank we consider this a good omen. 

The study which the Bank undertook jointly with the 
Italian Government last year to determine the com- 
mercial feasibility of using atomic power for the produc- 
tion of electricity in Italy has been completed. Some of 
the world’s leading experts on nuclear power lent their 
time and talents to this study. We expect to publish 
their conclusions in due course, and I hope they will 
be of help to many member governments as they 
approach the problems presented by the introduction 
of this revolutionary new source of energy. 

The Bank continues to encourage the growth and 
establishment of industrial development banks. A new 
private development bank started operations in Pakistan 
last spring. The World Bank, besides lending the new 
bank over $4 million in foreign exchange, helped to 
interest private investors from the United States, the 
United Kingdom, and Japan in joining Pakistani stock- 
holders in the venture. Discussions looking to the 
establishment of similar banks in several other member 
countries were carried forward during the year. In May 
the Bank gathered together, in Washington, the execu- 
tive officers of industrial development banks in 11 
different countries to discuss operating problems and 
policies of common interest. 

Finally, the Bank’s regular advisory services to mem- 
ber countries on development problems were also 
expanded during the year. Resident bank representa- 
tives are now at work in nine different countries. Survey 
missions to Libya and Tanganyika are being organized, 
and an agricultural mission to Peru, organized jointly 
by the Bank and FAO, began its field work in June. 
The Economic Development Institute, our staff college 
which was established in 1955 to provide courses on 
practical problems of economic development for senior 
administrative officers from the underdeveloped coun- 
tries, completed its third course in March, and 21 


officials from 18 different countries and territories are 
enrolled for the fourth course, which will start later 
this month. The Bank’s general training program for 
junior officials from underdeveloped countries completed 
its tenth year. Under this program, 82 men and women 
from 52 member countries and territories have had a 


year of work in the Bank alongside the regular Bank 
staff. 


From the record I have cited, considerable encourage- 
ment can be drawn by those who share my belief that 
the great transformation going on in the underdeveloped 
world today is the most important fact of the twentieth 
century. The countries whose efforts and ingenuity 
have made this record possible have given real substance 
to our hopes that more economic development is the 
way out of the whirlpool of ferment and frustration in 
which so much of the underdeveloped world finds itself. 


But if there is encouragement, there are also chal- 
lenges ahead which command our attention today. In 
the first place, the very progress that has been achieved 
raises some fundamental problems about the adequacy 
of present sources of international development capital. 
In the second place, the record is very uneven. While 
some countries are forging ahead, others are lagging 
behind, or even backsliding, and there is a real danger 
in the months ahead that those who are successful may 
be penalized by those who flounder. 


The whole future of economic development depends 
on a continuing flow of investment capital—domestic 
and foreign—in, and to, those countries that undertake 
the difficult task of organizing for development. The 
promised rewards are appearing in countries that have 
shown themselves able to invest development capital 
effectively: their record of progress stands as testimony 
to this fact. But will international capital continue to 
flow in an adequate stream as development gathers 
momentum in these countries and in others that follow 
their good example? 

Up to now there has been no reason for me to suggest 
at these meetings that the financial resources available 
to the Bank were insufficient in amount for the task 
that the Bank is designed to perform. In our earlier 
experience, the most significant limitation on our opera- 
tions was the lack of suitable projects; this is still the 
limitation in some member countries. Later, weakness 
in fiscal management and its effects on what we in the 
Bank call “creditworthiness” emerged as another limi- 
tation on our lending; it is still a substantial limitation. 

But despite the persistence of these limitations, we 
are now confronted with a situation of another kind. 
We are approaching the day when the Bank may be 
getting from its member countries a larger number of 
meritorious applications than we shall be able to find 
money for on reasonable terms. As the increased tempo 
of our lending implies, many of our member countries 
are satisfying the tests of project preparation and fiscal 
management; moreover, among our rapidly increasing 
membership, all our new members are capital hungry. 
For the first time in the Bank’s existence, the quantity 
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of financial resources available to the Bank may soon 
be seriously inadequate. 

And there is another—a qualitative—aspect of this 
situation. Some of our rapidly developing member 
countries, for one reason or another, and for reasons 
not directly attributable to poor financial and economic 
management, are approaching the limits of their present 
capacity to assume additional obligations, which, like 
Bank loans, must be serviced on a fixed timetable and 
in scarce foreign exchange. To a considerable extent, 
this is a reflection of the widely observed phenomenon 
that rapid economic development brings heavy pressure 
on a country’s balance of payments. Export earnings 
rarely rise at the tempo necessary to serve the expanding 
domestic economy adequately, and measures of so- 
called “import substitution” are frequently disappointing 
in their results. In some developing countries, this 
persistent pressure may be accentuated at times through 
adverse developments in their commodity trade, some- 
times (though by no means always) beyond their effec- 
tive control. In these circumstances, substantial periods 
of time may be required to carry out the adjustments 
necessary to convert rising productivity at home into 
an equally healthy foreign trade position. In the mean- 
while, it may be imprudent for such countries to under- 
take additional foreign exchange obligations even for 
the execution of projects which, taken by themselves, 
would strengthen the economy and promise eventual 
beneficial effects. In member countries that find them- 
selves in these situations, further Bank lending may be 
limited simply because there may be insufficient foreign 
exchange to service our loans. 

These prospects have led us to look with increasing 
concern at the amount and character of the Bank’s 
financial resources. It would be a sad setback to the 
efforts and achievements of the past decade if the flow 
of international development capital should stagnate 
just when governments in the underdeveloped world 
have made significant progress in persuading their people 
to accept the changes and to make the sacrifices neces- 
sary for future growth. I can think of no quicker way 
to destroy the hopes of hundreds of millions of expectant 
people than that we, to whom they look, should be 
unprepared and unequipped for new situations as they 
unfold. 

In the past few months, some important proposals 
have been put forward by prominent leaders who 
obviously believe that the time for new approaches is 
in the offing. The President of the United States, and 
also the Commonwealth Finance Ministers meeting in 
Montreal, have asked for decisions leading to an 
increase in the resources of the Bank and the Monetary 
Fund. The U.S. Government, pursuant to a resolution 
of the U.S. Senate, is studying the possibility of a new 
form of international development finance. There have 
been proposals also for regional development institu- 
tions in the Middle East and in Latin America. 

It would not be appropriate at this time for me to 
comment specifically on any of these new initiatives. 
All of them are interesting but some of them raise 


complicated issues requiring careful study by all of us. 
But I welcome the widespread awareness of the new 
need for financial resources which prompts these new 
suggestions, and I applaud the emphasis being placed 
on international agencies as the means for helping to 
provide these resources. There is a need for new 
supplies and sources of international development cap- 
ital, and I believe that international organization can be 
the practical, twentieth century way of meeting that 
need. 

When we talk about the need for development capital, 
we are talking about something that can be measured 
objectively. Development capital, as we all know, is 
not just money. It is money applied effectively to the 
stimulation of economic growth. That means that it is 
money welded into an amalgam with a very special set 
of attitudes, institutions, and technology. I do not think 
1 need to dwell on these special requirements again 
before this audience. Surely there is nothing mysterious 
in the criteria that should apply to the allocation of 
development capital in the world today. The criteria 
are, or by now should be, well understood, both at the 
exporting and at the receiving end. 


We have had nearly 13 years of experience in the 
Bank which have yielded ample evidence that a wide 
area of agreement does exist about these criteria. We 
have negotiated loans with borrowers of widely different 
cultural backgrounds and widely different political 
philosophies. Yet again and again we have seen doc- 
trinal controversy dissolve into agreement in practice. 
We have learned a great deal from our borrowers about 
how the requirements for economic growth can be 
adapted to fit into the economic, social, and political 
structure of underdeveloped countries. There has been 
plenty of plain speaking in our negotiations; but the 
give and take has led to increasing agreement about 
what it takes to create new material wealth. As a result, 
I think member countries credit the Bank with trying 
to reach objective conclusions, uninfluenced by political 
considerations. 

It certainly must be much more difficult to measure 
objectively the need for development capital over any 
long period of time outside the framework of an inter- 
national organization. In the best of circumstances, 
economic and financial negotiations, when conducted 
bilaterally between governments, tend to become com- 
plicated by extraneous considerations of international 
politics; an appeal to strictly economic criteria is not 
easy. At the same time, economic and financial negotia- 
tions between sovereign nations often tend to irritate 
normal political relationships. Objectives tend to com- 
pete, and even to conflict, with one another, often 
leading to a deterioration on all fronts. 

By removing from the realm of short-term political 
considerations as much as possible of our long-term 
concern with economic growth, I think we serve both 
the ends of economic development and the ends of 
reduced international tension. For this reason in par- 
ticular, | hope full consideration will be given in the 
months ahead to the possibilities of strengthening inter- 
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national organization in the development field. We 
should remember that we are not engaged here in a 
short-term exercise, but in a search for arrangements, 
set in a framework of continuity, for dealing with a set 
of problems that is bound to be with us for generations. 

But whatever the arrangements for channeling capital 
into the underdeveloped countries, particular care must 
be taken not to penalize those who are striving to do 
the job well, out of a misguided concern for countries 
whose difficulties are not primarily the result of a lack 
of development capital. As I have said, the development 
record in the underdeveloped countries is very uneven. 
And the principal reason why it is uneven is the tend- 
ency in some countries to look on the various sources 
of development capital as fountains whose bountiful 
waters will make good, and go on making good, 
resources that are being allowed to seep away in 
economic waste—rather than regarding them, as they 
should be regarded, as reservoirs that will irrigate 
parched economic fields. 

I cannot accept a claim on the limited supply of 
international development capital which merely demands 
relief for a government from the unpleasant and politi- 
cally unpopular necessity of putting its own financial 
and economic house in order. I particularly cannot 
accept such a claim when it is supported only by argu- 
ments completely irrelevant to development needs—by 
appeals to sentiment, or by the exploitation of a 
Strategic position in the international political line-up. 
After all, there is little advantage to be gained if money 
is poured continually and continuously into a purse, if 
in that purse there is a great hole. 

To condone such claims on the supply of interna- 
tional development capital is to penalize those countries 
that are making the necessary sacrifices to do the 
development job well. It must not be forgotten that, 
ultimately, it is the savings of the people of the capital 
exporting countries which is the source from which 
external capital for the underdeveloped world comes. 
This source is not limitless; indeed, the demands on it 
already exceed the supply. In these circumstances, there 
is a weighty responsibility on the shoulders of every 
government that is a recipient of external assistance—a 
responsibility to create conditions where its capital can 
be invested wisely and productively. Those govern- 
ments who fail to recognize this responsibility break 
faith with those who do. 

The Bank’s story is a quiet one—very different from 
the clamorous tales that we have been reading in our 
newspapers in recent months. Yet in a year charac- 
terized by a number of unusually noisy international 
incidents, there is also a record of notable achievement 
in the economic field. This, I submit, gives solid ground 
for hope. How much more hope there would be if even 
a fraction of the huge sums being spent on arms and 
armaments today could be diverted to creating new, 
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real wealth! For centuries, nations have been trying to 
settle their differences by shooting at one another. And 
even today nations are still adopting this old-fashioned 
posture—today when science has given us a new source 
of energy of unsurpassed power, yet, if misused, capable 
of destroying whole communities in the twinkling of 
an eye. 

Now economic development, too, destroys as well as 
creates. It destroys old habits and attitudes toward life 
even as it fills human needs; what is destroyed is often 
as important as what is created. And the problems that 
economic development creates are sometimes as 
inhuman as the problems it solves. Thus, while man- 
kind is slowly being relieved of the plague of chronic 
disease, it is burdened with the terrible problems of 
overpopulation. 

That modern science and technology can impoverish 
people as well as enrich them is a profoundly sobering 
thought for those of us who have been brought up in 
the optimistic tradition of the modern industrial coun- 
tries. But it is not inevitable that more good shall be 
destroyed than is created. In fact, the only certain 
thing in this world is that science and technology will 
continue to force fundamental changes on the whole 
structure of human society. Within broad limits, men 
can decide whether or not these changes impoverish 
more than they enrich. 

As I see it, economic growth is at once the best hope 
and probably the only real hope for mankind today. 
But this hope needs constant nourishment if it is to 
survive this turbulent century. It can die under the 
weight of arms even if those arms are never actually 
engaged in warfare. It can be killed by the same bullets 
that kill men. It can be snuffed out by the misapplica- 
tion of the very science that boasts that it distinguishes 
the brave new world from the old-fashioned. 

To keep alive this hope, we must ask ourselves: Are 
we really so ignorant in the midst of all our new knowl- 
edge that we cannot see that economic betterment can 
replace bullets in the affairs of nations just as the truck 
replaced the oxcart? There may be many nobler pur- 
suits for man than the creation of new wealth; some 
may argue that it is nobler to die for his country than 
to save for it. But if—all around the globe—armaments 
go on devouring as large a share of the fruits of man’s 
labor as is the case today, the prospects of a rapid 
emergence of hundreds of millions of people into a 
tolerable material world are doomed to disappointment 
or frustration. 

In the capacity and willingness of those responsible 
for the direction of public policy to face this fact 
lies the hope that—even in the short run—the quiet 
progress of economic growth will make itself heard 
ever more clearly over the noise of contention among 
nations. 

October 7, 1958 
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